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KEY ECONOMIC INDICATORS: MEXICO 


Item 197k 1977 %ZChange 19782/ tChange>' 





4 1 
National Accounts— 
GDP at Current Prices 79,506 74,228 36. 
GDP at Constant (1960) Prices 25,692 18,136 3% 
Per Capita GDP,Current Prices 1,275 1,149 5h. 
Fixed Capital Formation, at 
constant 1960 prices a, 041 5,209 -7. 


Industrial Production(1970=100) 

General Index 142% 
Manufactures 140. 
Petroleum L3S% 
Petrochemicals i922. 
Mining 229 3 
Electricity 169. 
Construction 2474 





147. 
145. 
178. 
135. 
119. 
184. 
143. 


Unf wonm o 
NON OF OF & 


Money, Prices, Population 
Money Supply (billions of 
pesos at end of period) 154; 196. i 199.2 
Consumer Price Index 4/ 
(1970=100) 204.3 263.8 9. 319-2 — 
Wholesale Price Index 4/ 
(1970=100) 204.2 288.4 . 339.7 
Population (thousands-mid-yr) 62,329 64,594 ‘ 66,944 





Balance of Payments 
Current Account Receipts Vga 8,073 : 4,728 13% 
Exports 3,319 4,093 ‘ 25412 15 
U.S.Share (percent) 62 66 70 - 
Oil Exports 557 916 ; 698 yas. 
Current Acct Expenditures 10,440 9,616 5, 324 20. 
Imports 6,030 5,488 ; 3 Naz ee 
U.S.Share (percent) 62 64 54 - 
Balance on Current Account -3,069 -1,544 . -597 iis 
Balance on Capital Account a, 202 2.473 ‘ 1. 360 44, 
Errors and Omissions -2,454 -425 -82. -799 Sais 
International Reserves! 5/ 
(end of period) 1,411 1,968 39.4 2,029 Za 
Average Exchange Rates 
(Mex. $/US$1) 15.44 22 968 46.2 22.74 Live 








1/ Peso data converted at average exchange rate for period. Percent 
changes apply to peso data. 2/ First half data except where otherwise 
indicated. 3/ Change over year-earlier data except where otherwise 
indicated. 4/ As of September. 5/ Change from twelve months earlier. 

6/ Includes gold at the market price, silver, foreign exchange and 

reserve position in the IMF. Reserve change does not equal sum of 

current account balance, capital balance and errors and omissions because 
in balance of payments accounting gold is valued at $42 per ounce for this 
purpose. 

Source: Bank of Mexico Reports; Annexes to Second Report of the President. 





SUMMARY 


The prospect of a high rate of economic growth coupled 
with a rapid increase in Mexico's capacity to import based 
on oil export revenues makes Mexico an attractive growth 
market for U.S. exporters. Gross domestic product (GDP) will 
rise about six percent in 1978, a considerable improvement 
over the 1.7 percent in 1976 and 3.2 percent in 1977. 
President Jose Lopez Portillo has called 1977-78 a time of 
economic recovery, to be followed by a two-year period of 
economic consolidation. Growth rates of six to seven percent 
are likely. Increasing output in the industrial sector will 
continue to lead Mexico's growth. Within this sector petro- 
leum is the star performer, although it accounts for just 
under four percent of GDP. Petroleum will help finance growth 
rates in the 1980s that may be eight percent or more. Petro- 
leum exports, which should run at least $1.5 billion in 1978, 
could reach $5.5 billion or more by 1980. If natural gas is 
exported, the figure will be greater. Mexico's imports in 
1978 should exceed the previous peak in 1975 in terms of 
dollars, and there should be significant volume increases 
over the next several years, possibly a doubling from 1977 
to 1980. 


Mexico enjoys a well-balanced economy and plans to 
preserve this balance in its future growth. It will require 
a broad range of capital and intermediate goods to support 
its industrial growth as well as substantial agricultural 
imports. The gradual elimination of import license require- 
ments and their substitutions by tariffs will help open up 
trade opportunities. Competition from third-country suppliers 
will be sharp, however, and U.S. exporters will have to make 
full use of their advantages of price, quality and service to 
maintain their share of the expanding market. Foreign direct 
investment is welcomed on Mexican terms, and new procedures 
for handling applications have opened opportunities for the 
foreign investor. 


While Mexico, with its substantial mineral wealth and 
stable political system, faces the future with considerable 
confidence, problems remain. The rate of inflation remains 
too high and caution will be necessary in order to reduce it 
to a more manageable level. Agricultural output, which has 
lagged for a decade, is a major concern. Un- and under- 
employment remain high and no satisfactory level is in sight 
within the century, though the government foresees creation 
of new jobs in excess of labor force growth within the next 
couple of years. 





RECENT ECONOMIC DEVELOPMENTS 


Economic Growth in 1977 Revised Upward With Further 
Increases in 1978. 


The increase in Mexico's Gross Domestic Product from 
1976 to 1977 has recently been revised upward to 3.2 per- 
cent from 2.8 percent. Nominal GDP increased 36.5 percent, 
implying a price deflator of 32.2 percent, the highest in 
the post-war period. The upward revision of the GDP results 
largely from an increase in the growth rate of the industrial 
sector from 3.1 percent to 3.5 percent. Industrial produc- 
tion in the first quarter of 1977 was below that of the year- 
earlier period. The recovery began during the second quarter, 
and strengthened markedly in the second half. Output of manu- 
factures increased 3.4 percent from 1976 to 1977, with the 
second half showing a 6.4 percent growth rate over the year- 
earlier period. The energy sector - petroleum and electricity 
- enjoyed the highest growth rates. Construction had a nega- 
tive growth rate once again but there were signs of recovery 
in the second half due largely to an increase in public sector 
investment, particularly on the part of PEMEX, the government- 
owned oil monopoly. Output in the mining sector was once more 
disappointing. 


Industrial production in the first half of 1978 was 
9.4 percent above the year-earlier figure, as measured by 
the Industrial Production Index. Output of manufactures 
was 8.1 percent above the year-earlier level, with durable 
consumer goods and investment goods the leading sectors. 
Both sectors had negative growth rates in 1977. Output of 
non-durable consumer goods and raw materials was up 4 per- 
cent and 7 percent, respectively. The production of crude 
oil and derivatives was 16 percent above year-earlier levels. 
Electricity output increased 11 percent. The pickup in con- 
struction toward the end of last year continued into 1978. 


Petroleum Is The Leading Sector 


The petroleum sector is leading Mexico's growth, though 
it accounted for only 3.9 percent of the GDP in 1977. 
President Lopez Portillo announced during his September 1, 
1978 State of the Nation address that Mexico's proven reserves 
of oil and gas equivalents are now 20 billion barrels (up 
from 16 billion barrels a year before),probable reserves are 
an additional 37 billion barrels, and possible reserves total 
200 billion barrels. Mexico is in a class with Kuwait and 
Iran in petroleum potential. Mexico has embarked on a $16 
billion, six-year petroleum development program aimed at 
increasing production to 2.25 million barrels of oil a day 
(mmb/d) and 4.5 billion cubic feet of gas by 1980. Production 
at these levels will enable Mexico to export 1.1 million barrels 
of oil and up to 2 billion cubic feet of gas per day. At current 





prices, oil export earnings alone could be in excess of $5.5 
billion in 1980. This year, oil production is expected to 
average nearly 1.4 mmb/d, enabling Mexico to export an 
average of 425,000 b/d of oil, and gas production is expec- 
ted to average 2.5 billion cubic feet per day, but, as a 
result of inadequate infrastructure, about 400,000 cubic 
feet per day will have to be flared. 


In 1977 PEMEX located a large gas structure in the 
Monclova basin in Northern Mexico and a promising but still 
non-commercial find in Baja California. Exploratory work 
during the first half of 1978 indicates hydrocarbons may also 
be present in the state of Hidalgo, east of Mexico City. 

These three deposits are the first finds outside the producing 
zones around the Gulf of Mexico. PEMEX's 48-inch natural gas 
pipeline from Cactus to northern Mexico may become operational 
by early 1979. Full capacity will not be attained, however, 
until turbines and compressors are installed. The pipeline 
will connect the existing northern and southern gas grids. 


Agriculture Remains a Problem 


Whereas petroleum output is growing at annual rates of 
over 15 percent, value added in the agricultural sector in 
1977 was only 18 percent above that of ten years earlier. 
Almost all of this growth occurred in livestock, forestry and 
fishing. The stagnation in agricultural output remains one of 
Mexico's most serious problems. Roughly one-third of the 
nation's work force is in this sector, which accounts for only 
10 percent of Mexico's output. The drought that affected most 
of the country in early 1978 reduced yields of grains and de- 
layed planting of the fall-winter crops of corn and sorghum in 
some critical areas. For the 1977-78 production cycle, produc- 
tion of corn, sorghum, and wheat was down significantly, and 
rice production rose only minimally. In round figures, grain 
output is believed to have declined about 2.5 million metric 
tons in the face of rising demand. Oilseed production was also 
off over the past production cycle. Production of coffee, 
cacao, and sugar is believed to have increased, with the 
production of sugar at a record level. For the first time in 
recent years, Mexico will be exporting sugar. It plans to meet 
its International Sugar Agreement commitment to export 75,000 
metric tons. 


The outlook for the 1978-79 production cycle is for a 
slight improvement in production of grains and oilseeds. Pro- 
duction of horticultural products, coffee, cacao, and sugar 
should increase again. Cotton production should remain about 
the same or decline slightly. Drought delayed planting of 
some crops, and low water levels in some irrigation dams have 
led to substitution of some traditional crops with those that 
use less water, e.g., safflower for soybeans. Uncertainty over 
land tenure has been a disincentive to agricultural investments 
and has affected output. The Mexican Government hopes to 





resolve all outstanding land claims by the end of 1982. 


Public Sector Spending Stimulates Growth; Investment 


Picks Up 


In 1977, Mexico's public sector spending continued to 
stimulate economic growth, increasing both in real terms 
and as a percentage of GDP. Federal government spending 
increased by an amount slightly below the GDP price deflator 
(30 percent) whereas spending by the rest of the public sec- 
tor (of which PEMEX, the Federal Electricity Commission and 
the Social Security Institute are the largest components) 
increased by a rate in excess of the growth of nominal GDP. 
Revenues increased significantly and the net financing re- 
quirement was 102.4 billion pesos or 6.1 percent of GDP, 
according to the Bank of Mexico. This represents a decline 
of four percentage points in the public sector deficit in 
relation to the GDP and is a significant step toward stabili- 
zing the economy. The rapid growth of public sector spending 
and the widening of the public sector deficit was a major 
factor leading to the economic crisis of 1976. The 1977 
public sector deficit was financed roughly two-thirds by 
external credit with the balance from internal sources. Bank 
of Mexico credit to the public sector was less than the amount 
deposited with it in the form of reserve requirements. In the 
previous few years, the contrary had occurred, adding to infla- 
tionary pressures. 


The Mexican government is making a greater effort to con- 
form actual spending with programmed spending and to even out 
expenditures over the course of the year. In the first half 
of 1978 public sector outlays were 422 billion pesos, 46 per- 
cent of the total budgeted amount. Capital spending is running 
somewhat behind schedule, whereas current spending is ahead of 
the budget. The government speeded up the payment of obliga- 
tions incurred in 1977. This was done not only to level out 
expenditures over the course of the year, but also to inject 
liquidity into the economy that had otherwise been removed 
through the sales of Treasury Certificates, short-term govern- 
ment paper that was issued for the first time this year. The 
public sector deficit in the first half of 1978 was 48.5 billion 
pesos, 44 percent above the year-earlier figure. This deficit 
was financed roughly half by domestic sources and half by exter- 
nal borrowing. 


The indirect indicators of investment are encouraging. 
In addition to the increased domestic output of capital goods, 
imports of capital goods in the first seven months of 1977 
were 19 percent above those in the year earlier period. Lt 
public sector investment picks up in the second half and meets 
its target for the year, 1978 should witness the first real 
increase in gross domestic investment since 1975. 





Financial System Recovers from 1976 Crisis 


Mexico's financial system recovered dramatically during 
1977. Whereas time and savings deposits in pesos declined 
in 1976, due to repeated runs on the banking system, such 
deposits increased 25 percent in 1977. Dollar-denominated 
time and savings deposits increased at an even faster rate. 
While confidence in the Mexican banking system was restored, 
confidence in the peso was not complete. In the first half 
of 1978, the money supply increased at an average annual rate 
of 32 percent. This rate is not considered consistent with 
stabilization objectives. At the beginning of August, the 
central bank tightened credit availabilities by levying a 
special reserve requirement on the banking system. In the 
first six months of 1978, time deposits denominated in pesos 
continued to grow whereas those denominated in dollars de- 
clined slightly. This would appear to indicate that the 
"dollarization" process that was of great concern in 1977 
has been checked. 


Price, Wage and Employment Developments Mixed 


The Consumer Price Index (CPI) increased 20.7 percent, 
from end-1976 to end-1977. The average monthly increase 
declined during the course of the year from 2.4 percent in 
the first quarter to 1.1 percent in the fourth quarter. The 
Mexico City Wholesale Price Index (WPI) increased 18.1 percent 
during 1977, with the average monthly increase falling from 
2.0 percent in the first quarter to 0.3 percent in the fourth 
quarter. Consumer prices continued to increase during the 
first nine months of 1978, with the monthly change averaging 
1.4 percent. The average monthly increase in the WPI during 
the first nine months of the year was 1.3 percent. In August 
and September the CPI increases were below the monthly average 
and the WPI actually declined. 


In the course of 1977 and 1978, wage settlements ‘have 
generally run below price increases. While there are no 
official wage guidelines, the government has let it be known 
that it wants to minimize the inflationary impact of wage 
settlements. The labor movement has been cooperative. Minimum 
wages are usually set once a year, on January l. In 1977, they 
increased an average of 10 percent, and in 1978 they were 
boosted an average of 14 percent. Wage costs for organized 
labor have risen at somewhat higher rates. Currently wage 
settlements, including fringe benefits, are running at 15 per- 
cent or more. 


Increasing the number of jobs is a major government objec- 
tive, although it is unlikely that new employment opportunities 
will match the annual increment in the labor force before the 
early 1980's. It is possible that total employment stagnated 





or declined from 1976 to 1977. Employment in the industrial 
sector declined in this time period by 0.8 percent but has 

picked up since, increasing 3.1 percent from the first half 

of 1977 to Vhe TPitst halt wr 73:73. 


Balance of Payments Current Account Deficit Widens 
After Sharp Decline in 1977 





Mexico's balance of payments data for 1977 have recently 
been revised, with the current account deficit lowered to 
$1.5 billion from $1.8 billion, or roughly one-half the year- 
earlier figure. The reduction results largely from revised 
data lowering expenditures for frontier transactions, which 
would indicate the devaluation had a greater impact on such 
spending than earlier believed. 


Mexico's current account deficit in the first half of 
1978 was $597 million, up $259 million from the year-earlier 
period. The increase is due almost entirely to a deteriora- 
tion of the trade balance (including the value added by in-bond 
assembly plants and gold and silver transactions) from a sur- 
plus of $54 million in the first half of 1977 to a $239 million 
deficit in the first half of 1978. Whereas interest and divi- 
dend payments increased $156 million to $1,208 million in the 
time frame mentioned, Mexico's net earnings from other current 
account items increased $56 million to $115 million. Net earn- 
ings from tourism and frontier transactions were up $130 million 
to $735 million. The increase in the current account deficit, 
resulting from higher imports, is viewed as a necessary conjunct 
to the increase in domestic economy activity. 


Mexico's merchandise exports increased 12 percent from the 
first helt of 1977 to the first half of 1976. The U.S. share 
increased from 67 percent to 70 percent. Petroleum exports 
increased $290 million to $698 million in this period. Exports 
of agricultural commodities declined $161 million with coffee 
exports down by one half to $160 million in value and down one- 
third in volume. Livestock exports were up whereas shrimp 
exports declined as did those of extractive minerals. Exports 
of manufactured products increased 13 percent to $766 million. 
Within this category, exports of processed food and clothing 
declined slightly; exports of chemical and steel products were 
up as were exports of transportation equipment. 


Mexico's imports increased 25 percent from the first half 
of 1977 to the first half of 1978. The U.S. share declined 
from 61 percent to 54 percent. Imports of consumption goods 
increased 25 percent,with wheat imports accounting for the 
bulk of the increase. Imports of semi-finished goods increased 
36 percent, to $1,460 million, of which imports of chemicals 
and iron and steel (probably pipe for PEMEX) were up $394 
million. Imports of auto parts were down. Imports of capital 
goods were up by $116 million to $1,125 million. 





The "errors and omissions" entry was in deficit by 
$799 million in the first half of 1978, almost double 
the year-earlier figure. Net inflows of private capital 
in the first half of 1978 were $42 million, compared to the 
net outflows of $442 million in the year earlier period. 
Excluding direct investment inflows, a rather disappointing 
$138 million in the first half of 1978 compared to $169 
million in the first half of 1977, it appears that the private 
sector is continuing to reduce its external debt. 


Adding the current account deficit, errors and omissions, 
and recorded private capital movements, the financing require- 
ment of the public sector was $1,354 million in the first half 
of 1978 compared to $1,215 million in the year-earlier period. 
In the first half of 1978, this was met by net public sector 
long-term borrowing of $1,132 million, short-term borrowing 
of $193 million, and a reserve drawdown of $30 million. Public 
sector external debt was $24,580 million as of June 30, 1978. 


ECONOMIC PROSPECTS AND IMPLICATIONS FOR THE U.S. 


1978 Growth Rate To Be Around Six Percent 


Mexico's GDP should increase from 5.5 percent to 6.5 per 
cent from 1977 to 1978. The year-to-year growth rate in the 
second half of 1978 is likely to be lower than in the first 
half. Overall industrial output should increase somewhat 
above the growth rate, with petroleum and electricity at even 
higher rates. Output of manufactures may be about six percent 
above year-earlier levels. The agricultural sector should 
enjoy a positive growth rate, but well below the average for 
the economy as a whole, perhaps two percent. The public sector 
is likely to overspend its original budget and the budget 
deficit will exceed the forecast but by how much remains to be 
seen as measures affecting both revenue and otitlays may be 
taken in the balance of the year that could affect the size of 
the deficit. It isnot certain at this point whether the deficit 
will be financed from non-inflationary sources. 


Consumer prices are expected to increase 17-19 percent 

during 1978. The government had forecast an increase of 12- 

15 percent at the beginning of the year. The WPI is likely 

to increase at about the same rate as the CPI. The increase 

in the money supply during the course of 1978 may be less than 
the 30 percent average increase during the first half of the 
year. The final result will depend on the public sector's 
financial requirements in December, which is when spending peaks. 


Mexico's balance of payments on current account is likely 
to be in deficit by $2.5-$2.8 billion. While the value of oil 
exports should almost double, this will be lower than earlier 
forecast. On the other hand, the stronger-than-expected 
recovery of domestic economic activity means higher imports of 





machinery and intermediate goods. Disappointing harvests 
may result in higher imports of foodstuffs, particularly 
grains and oil seeds. Mexico should have no difficulties 

in financing its current account deficit. Net public sector 
external borrowing should total about $3 billion. 


Mexico Faces Difficult Decisions, But With Favorable 


Prospects. 





President Lopez Portillo recently told the nation that 
1979 and 1980 would be devoted to consolidating the economic 
recovery. Overall economic activity should increase at roughly 
the same rate in 1979. as is likely for 1978. Much depends on 
the shape of the 1979 public sector budget which will become 
public later in the year. Mexico's economic crisis is widely 
considered to be over, but its impact remains. The rate of 
inflation is excessive when compared to most of the post-war 
period, and to major trading partners. This rate of inflation 
has not varied much since early 1977. Fiscal and monetary 
measures to reduce this rate to a level more closely approxi- 
mating that of the U.S. may influence growth rates. Bottle- 
necks, particularly in transportation and some key materials, 
may become more apparent as the economic recovery continues. 


The government and the rest of the country are planning 
for a future that includes rapid economic growth, reduced un- 
and under-employment, and the absence of a foreign exchange 
bottleneck. Mexico's oil resources are viewed as the means 
by which the foreign exchange bottleneck can be eliminated. 
The President discussed the use of oil revenues in his State 
of the Nation address, saying the taxes on oil exports (50 
percent) would be administered through a separate budget and 
would be used for three categories of projects: those aimed 
at expanding existing infrastructure, which has the most rapid 
payout; new infrastructure projects that tend to improve the 
standard of living, particularly that of the most needy; and 
technical and research projects that would spur industrial and 
rural development. The President also noted uses that would not 
be made of the oil revenues: repayment of external debt, for- 
eign investments, relaxation of taxes, and non-productive 
subsidies. 


The government is also taking measures to spur growth in 
other sectors of the economy. Electricity output is targeted 
to increase 10 percent a year. The government has introduced 
certain incentives to implement the growth of Mexico's small 
capital goods industry. It is encouraging the development of 
small and medium-sized industries, particularly outside the 
three major urban centers. Energy costs will be subsidized 
for industries establishing facilities away from the major 
urban areas. The Mexican government is working on an industrial 
development plan that will undoubtedly incorporate some of the 
above policies and add to them. This plan should be ready for 
public discussion later this year. 





Petroleum revenues, a resumption of rapid growth, and 
Mexican development objectives indicate a doubling of the 
market for imports by early in the 1980's. Mexico, dedica- 
ted to balanced industrial and agricultural development, 
will require a broad range of development-supporting im- 
ports. The U.S. is in a good position to provide most of 
these by reason of geographic proximity, traditional commer- 
cial and financial links, relatively easy servicing possi- 
bilities, quality, and price advantage from the decline of 
the dollar relative to the currencies of major competitors. 
Mexico's policy of substituting tariffs for import licenses 
and quotas will open up new opportunities. Nevertheless, 
third-country competition is strong; the market will not fall 
to U.S. exporters without aggressive marketing and advanta- 
geous quality and terms. 


The U.S. Trade Center in Mexico City offers U.S. 
exporters an opportunity to present their goods to interested 
Mexican buyers. Exhibitions scheduled for the rest of 1978 
and early 1979 include Quality Control Equipment (December), 
Petroleum Industry Equipment (February), Paper and Pulp 
Equipment (March), Vehicle Maintenance (May), Metalworking 
(June), and Communications (July). The Trade Center is also 


available for private exhibitions of U.S. equipment and 
technical seminars. 


Mexico's attitude toward foreign direct investment has 
been one of caution, though it should be noted that there 
has not been a major dispute with any country over a foreign 
investment problem in recent history. There has been and 
will continue to be a role for foreign direct investment in 
Mexico. The staff of the Foreign Investment Commission has 
recently been changed; the National Registry of Technology 
Transfers has been merged with the Directorate-General of 
Foreign Investment. Paperwork delays have been substantially 
reduced. Policies toward foreign investment are being reviewed, 
but no substantive changes have been announced. The terms under 
which foreign direct investments are accepted are numerous, 
but flexible if a proposed investment will help attain certain 
objectives such as increased employment and higher levels of 
exports or reduced imports. 
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